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KEY- ECONOMIC INDICATORS: DOM 
(All values in millions of dollars 
Population: 5.4 million 1979 





1976 
GDP 
Current Prices 3951.5 
Constant Prices (1970) 2442.9 
Per Capita, Current Prices ($) 790.9 
Per Capita, Constant (1970) Prices (3S) 488.8 
FINANCE/BALANCE OF PAYMENTS 
Money (Currency, Demand Deposits) 482.6 
Time and Savings Deposits 484 .6 
Commercial Bank Loans 835.6 
Public Bonds in Commercial Banks 104.1 
Cost of Living Index**(Santo Domingo) 201.4 
Gross International Reserves 146.2 
Balance of Payments(Net Change) (30.2) 
External Private Debt 425.3 
External Public Debt 533.7 
Debt Service Ratio 075 
Exports (FOB) 716.4 © 
U.S. Share*** 548.0 
Imports (FOB) 763.6 
U.S. Share*** 431.8 
OTHER INDICATORS _ 
Central Government Revenues 583.9 
Central Government Expenditures 569.3 
Cement Production (000 metric tons) 590.8 
Passenger Arrivals 361.2 
Electricity Consumption(000 MWH) 1207.9 
Housing permits issued 3231 
Telephones (000's) 129.9 
Automobiles (000s) 74.6 


. * Preliminary; ** Yearend; *** US. Department of Commerce statistic: 
coverage or valuation. 
Exports to US.: sugar and byproducts, coffee, cocoa, ferronickel, f1 
Imports from US: machinery and transport equipment, manufactured g« 
ee beverages and tobacco. 
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ars unless otherwise stated) 
Exchange Rate: 1 peso = 1 dollar 
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SUMMARY 


The Dominican government has reported real economic growth of 5.3 per- 
cent in 1979, despite much lower predictions following Hurricanes David 
and Frederick, and in the face of a 51 percent oil price increase. This 
resilient performance reflected a strong improvement in commodity prices, 
as well as hurricane reconstruction activity financed in part by inter- 
national assistance. 


The Administration of President Guzman is pursuing economic development 
based primarily on an expansion of the agribusiness sector, export di- 
versification, and increased investment in agricultural infrastructure, 
rural health, and rural education. The nation faces a continuing problem 
of scarce financial and managerial resources needed to implement its 
programs, with relatively low rates of domestic savings and investment, 
as well as cash flow and dollar shortage difficulties. 


The Dominican Republic's traditionally low level of outstanding foreign 
debt was increased by $250 million in 1979. A major restructuring of that 
foreign debt was also undertaken, in order to lengthen maturities and 
strengthen the working capital position of the major state industries. 
Agreements were signed in 1979 with the multilateral lending institutions 
for an additional $367 million for development loans over the next several 
years at concessional rates. The debt service requirement for 1980, pro- 


jected at 15 percent of expected exports of goods and services, should 
not prove burdensome. 


The world price outlook for two of the D.R.'s major export commodities, 

sugar and gold, presages an improvement in the nation's external accounts 

for 1980, notwithstanding the high cost of imported petroleum. Although 

oil imports, based on first quarter 1980 prices, will total over $500 million, 
exports may reach a record level, perhaps above $1.1 billion. 


Inflation accelerated dramatically in the last four months of 1979, as 
shortages of food products and building materials, together with acceler- 
ated government spending and easier credit pushed up prices. However, 
expectations for 1980 are that a good agricultural year will moderate 
domestic food prices, and reduce food import requirements. Tourism con- 
tinued to post gains in 1979, notwithstanding the temporary damages caused 
to facilities and the lost visitor traffic following the hurricane. 


The government is actively seeking new foreign investment in tourism, agri- 
business, petroleum exploration, manufacturing, and other areas, includ- 
ing export-oriented manufacturing in three "free zones."'’ Export opportu- 
nities for U.S. firms are particularly strong in the transport, tourism, 
agriculture, construction, energy and manufacturing sectors. 





CURRENT ECONOMIC SITUATION AND TRENDS 


In 1979 the Dominican Republic suffered a series of jolting macro- 

economic events: two petroleum price increases during the year total- 

ling 50.8 percent (and a third was announced by OPEC just as the year 
ended), and the onslaught of Hurricane David and Tropical Storm Frederick 
in August-September, causing widespread devastation and loss of life. 

On the positive side, the country is enjoying substantial improvements in 
commodity prices, and financial inflows resulting from international 
assistance in the wake of the hurricane. The most recent estimate for real 
GDP growth in 1979 is 5.3 percent, an improvement over the 2.3 percent 
achieved in 1978, albeit less than pre-hurricane expectations of 9 percent. 


The escalating cost of imported petroleum is an ever-heavier millstone 

around the neck of the economy, however. Imports of petroleum and deriva- 
tives in 1979 totalled an estimated $306 million, constituting the key 
element in the merchandise trade deficit of $252 million and the current 
account deficit of $397 million. For 1980, price increases already announced 
by Venezuela will result in an oil bill slightly over $500 million, for 

total imports of just over 16 million barrels (including derivatives). 


Much of the hurricane damage to infrastructure, industry and agriculture 
has been repaired, although continued electrical power shortages seem likely 
during the next six months until full service is restored at Tavera and 


Valdesia, the two major hydroelectric plants damaged by Hurricane David. 
Much repair work remains to be done on the rural road network, and links 
with some areas remain tenuous. 


The hurricane led to sharp increases in market prices for food in the final 
quarter, with the urban food index up 24.5 percent in the August-December 
period. The government's Price Stabilization Institute undertook an aggres- 
Sive program of direct sales of basic food commodities to poorer popula- 
tion, attempting to insulate it from the price increases and shortages. 

This program, good harvests in the first half of the year, and the subsidies 
the government began for taxi drivers in August to keep transport prices from 
rising along with gasoline, have kept the inflation rate only relatively 
under control. The general consumer price index was up 26.3 percent 

by the end of year, although the average prices were up only 

12.2 percent for the year as a whole. 


The government expects 1980 to be a good year in the important agricultural 
sector, as a result of investments in fertilizer, seeds and technical assis- 
tance. The dramatic increases in gold and silver prices, together with 

the very strong price outlook for sugar, allow the government to confront 

the increased oil cost and perhaps achieve a significant improvement in the 
current account deficit for 1980. Led by the agriculture and mining sectors, 
the GDP is expected to grow by over 6 percent in 1980. 





Balance of Trade and Payments 


Steadily improving prices for key commodities during 1979 allowed the 
Dominican Republic to achieve total exports estimated at $871 million, 
up 29.0 percent over 1978, and almost equal to the export record set 

in the sugar boom year of 1975 ($894 million). Unfortunately, surging 
petroleum prices and (to a much lesser extent) hurricane-related imports 
of food and equipment pushed imports to nearly $1,055 million, up 22.7 
percent over 1978. A deterioration of $15 million over 1978 on the 
services account resulted in a goods and services deficit of $448.1 
million, reduced in part by $50.8 million in post-hurricane bilateral 
donations. 


The export picture for 1979 is one of improvement over 1978 in nearly 
every commodity, and the prices for gold, silver and sugar in early 
1980 portend an even better year to come. Most of the 1979 sugar 
exports (totalling $233 million) were sold by the first half before 

the climb in world market prices, and the average price received was 
only an estimated 8.7 cents per pound. Ferronickel prices recovered 
from the lows experienced in 1978, and in April Falconbridge Dominicana 
opened a second production furnace. As a result, ferronickel shipments 
were up 31 percent and export sales value increased by nearly $51 
million to $123 million. Earnings from exports of gold and silver 
increased 75.3 percent thanks mainly to higher prices, although 
production also increased. Average export prices in 1979, however, 
were only $297 per oz. for gold, and $10.03 for silver. Bauxite 
exports were off 10 percent to $20.9 million in 1979. 


Prior to the damaging storms, the agricultural outlook for the 

Dominican Republic was very bright. The storms caused serious losses 

of current crops, and, particularly in the case of coffee trees, some 
damage of a more lasting nature. The government has estimated that 
crops in the fields worth over $130 million were destroyed by the storms 
before the harvest, with coffee the hardest hit of the export commodities. 
Nevertheless, in coffee, the better than initially expected coffee 
harvest and high world prices made it possible to achieve an estimated 
$158 million total for exports of 43,157 metric tons, up 63 percent in 
value over 1978. Cacao exports were off 11 percent to $78.5 million 

due to reduced production and lower prices. Tobacco exports totalled 
$55.5 million, up 20 percent. Nontraditional exports were up by 10 
percent, to $71.4 million, despite the export embargoes placed on some 
food products following Hurricane David. 


Imports were once again led by petroleum, where two major OPEC price 
increases totalling 51 percent raised the nation's oil bill by an 
estimated $107 million to $306 million. Food imports totalling an 
estimated $120 million were necessary in the wake of the hurricane, 

in addition to the substantial donations offered from around the world. 
The United States donated $7.5 million in food commodities after the 
hurricane, as well as providing the helicopters and personnel necessary 
for delivery of food and medical assistance to the stranded. During 
the year, the Dominican Republic was successful in limiting all other 
imports to an estimated $625 million, just about the 1978 total (not 
counting donated relief items). This feat required the imposition of 
import restrictions, including a prohibition on imports of motor 
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vehicles with an F.O.B. value over $4,000. According to United States 
Department of Commerce statistics, in 1979 the United States exported 
to the Dominican Republic goods worth $667 million, and imported 
Dominican products worth $603 million. The United States is by far 
the Dominican Republic's largest trading partner. For its part, the 
U.S. sells more goods in the Dominican Republic than in any other 
Caribbean country, and U.S. goods represent 63 percent of the D.R.'s 
total imports. 


The Dominican Republic has traditionally been in deficit on the ser- 
vices account, although tourism is a rapidly growing positive factor. 
In 1979, the services deficit widened by only an estimated $15 million, 
although there was considerable change in its components. Inbound 
tourism earned an estimated $126 million, somewhat more (for the first 
time) than the estimated $103 million that Dominicans spent abroad, 
mostly in the United States. After donations and unilateral transfers, 
the current account balance for 1979 is in deficit by $397.3 million, 
based on very preliminary data. The current account deficit was 
financed in 1979 by net capital inflows totalling $285 million, new 
SDR‘s issued by the IMF, and the reduction of net reserves by $85.2 
million (errors and omissions totalled + $20 million). 


Despite the fact that the Dominican Republic has traditionally had one 
of the lowest debt-service ratios in Latin America, the Central 
Government entered 1979 facing what for the Dominican Republic 
represented an unusually heavy schedule of debt service. In addition, 
substantial debt payments remained overdue from 1978. The adminis- 
tration therefore chose to undertake a major restructuring of its foreign 


debt, in order to finance immediate needs, improve the working capital 
position of the state-owned enterprises, and to expand the use of 
credit from international financial institutions on more favorable terms. 


As a first step, a consortium of banks in the Euromarket made a $185 
million term loan to the government to refinance $110 million in pending 
foreign obligations, and to provide new working capital for the state- 
owned autonomous agencies. In purchasing the Rosario Dominicana gold 
mine and plant (see "Investment Climate" below), the Central Bank 
obtained a short-term loan for $70 million in October, and repaid it 

in January 1980 when longer-term financing was in place. Impressive 
increases in disbursements of concessional financing from international 
financial institutions occurred during 1979, predating the hurricane, 
and accelerated in its aftermath. Moreover, several important 
agreements with these institutions for multi-year development projects 
in the agriculture, tourism, transport and health sectors were signed. 
Bilateral foreign assistance programs, mainly from the United States, 
Spain and the Federal Republic of Germany, were also expanded as the 
government has placed new emphasis on development, particularly in the 
areas of agriculture, health, and education. IMF credit was obtained 
to compenstate for the low price of sugar (and high price of oil) as 
well as the extraordinary export losses resulting from the hurricane. 


Overall, therefore, the rollovers, repayments, and refinancing inflated 
total debt service in 1979 (amortization and interest) to $680 million. 
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However, net foreign debt only expanded by $250 million. For 1980, 
the debt service ratio (percentgage of exports of goods and services 
needed to cover amortization and interest on public and publically 
guaranteed long-term debt payable in foreign currency) should be 
about 13 percent, still a relatively comfortable level for the nation. 


The outlook for trade and the balance of payments in 1980 has improved 
markedly over the past six months. Petroleum imports will of course be 
very costly. Just the price increases announced by Venezuela in the 
first two months of the year will bring the oil import bill to almost 
$510 million (f.o.b.). But the nation expects to benefit from the 

very sharp speculative runup in the price of sugar, perhaps receiving 
$440 million for exports of almost 1.2 million metric tons. However, 
about half of the 1979/80 sugar harvest was commited previously to the 
sharp increase in prices early in 1980, at prices averaging about 15.4 
cents per pound. 


Gold and silver prices have also risen dramatically, and the Dominican 
Republic will benefit from these prices during 1980. The country may 
export about 330,000 troy ounces of gold and 1.7 million troy ounces 
of silver during the year, with prices calculated on the basis of a 
moving average of the spot prices around the day of arrival of each 
shipment. 


Considering the much improved sugar and precious metals price outlooks, 
1980 exports may well surpass $1.1 billion, more than compensating for 
the recent increases in the cost of oil. The trade balance improvement 
this year and the continued bright outlook anticipated for 1981 should 
help provide the Dominican Republic the time necessary to expand non 
traditional exports (see "Foreign Exchange Market" below), and accelerate 
its tourism promotional efforts, both priority government policies aimed 
at diversifying its foreign exchange earnings against future commodity 
price declines. 


Fiscal Policy 


The state plays an important role in the Dominican Republic's economy, via 
the central government budget and by way of its direction of the autonomous 
agencies and state-owned enterprises. Substantial improvement has been 
achieved in the past year in the control of the central government budget, 
which often had been only a rough indicator of government priorities. 

The budget-making process, consequently, has become more important. 
Another improvement has been the publication (in early 1980) of the Plan 
Trienal De Inversiones Publicas 1980-1982. This detailed report lays out 
the government's three-year plan for central government investment and 
sets development goals. The preface notes the hope that the plan will be 
updated annually to give more coherence to the government's investment 
program. 


In the past, for example, many of the important capital expenditures 
of the central government were controlled directly from the office 
of the President, although they would be budgeted for the agencies 
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concerned, such as Agriculture, Public Works, or Health. This centraliza- 
tion of decision making often slowed the process as the overburdened 
Executive juggled competing demands for time. During 1979, the record 

in approaching budget targets for capital expenditures for key ministries 
was relatively better than it had been, however. Of the RD $140 million 
budgeted for current and capital expenditures by the Secretariat of 

State for Agriculture, RD $93 million was actually spent. And, although 
the Presidency was over budget by RD $127.3 million, it was less so than 
in previous years. Moreover, well over half the Presidency's spending 
occurred in the last four months of the year for hurricane reconstruction. 
Congressional approval was requested and granted for the shifts in funds 
among agencies in order to finance pay raises for government workers 

and to provide subsidies for taxi drivers. The Hurricane David crisis 

led the Executive to announce a supplemental $114 million emergency 
recuperation budget in September. This budget was financed through the 
reprogramming of planned expenditures and through special foreign 
assistance. The emergency hurricane budget spending was scheduled to be 
completed by February 1980. 


For the year 1979, total central government expenditures reached $1,004 
million, far above the $737 million budgeted, reflecting the hurricane, 
pay raises, the refinancing of foreign obligations by autonomous 
institutions, and other unforeseen needs. Ordinary revenues raised by 
taxes and other charges were close to original estimates (except for 
increased revenues from gold sales through Rosario Dominicana); thus, 
all increased spending had to be financed through internal and external 
borrowing. This borrowing included the $185 million Eurodollar loan 
discussed earlier, a $50 million “Hurricane David" bond issue, and an 
$38 million in loans from domestic banks. Government officials expect 
that the 1979 deficit of $331 million will not be repeated in 1980, citing 
the non-recurring nature of some of the added expenditures in 1979. 


The 1980 budget proposed by the Executive Branch in December 1979 

was balanced, anticipating spending of RD $859 million, financed 

through taxes, other domestic income, and concessional assistance from 
abroad. The budget calls for disbursement of RD $59.5 million in foreign 
concessional assistance already obtained. The spending plan embodies no 
significant changes in priorities from 1979. 


President Antonio Guzman, when announcing his signing of the 1980 budget, 
promised that the government would absorb the cost of the latest 
(December 1979) OPEC price increase, at a (conservatively estimated) cost 
of $90 million. He also announced that three new tax proposals would 

be presented to Congress. These are: a 4 percent value added tax 
(exempting most foods and medicines) a tax on urban real estate, and a 
revision of car registration fees to take into account gasoline 
consumption. In the absence of the new taxes, the December OPEC price 
increase will wipe out the $63 million in net gas tax revenues added 

for this purpose and require other adjustments in the newly approved 1980 
budget. Thus, although the government has made headway in its effort to 
improve the budget process and to restrain spending to that budgeted each 
year, sizeable adjustments in spending plans are again likely to be 
necessary during 1980. 
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The degree of impact these current spending changes (and others in the 
future) may have on the Three Year Public Sector Investment Plan is not 
yet clear. As recently published, however, the Plan foresees invest- 

ments by the Central Government agencies totalling nearly RD $900 million 
Over the coming three years (RD $243 million in 1980) and RD $1.5 billion 
(RD $455 million in 1980) by the decentralized and autonomous agencies. 
Approximately 30 percent of the planned investment will be carried out in 
the agricultural sector. The projection of the Central Government budget 
contained in the Plan implies that one-third of the capital investment 
will be financed by internal and external borrowing, and perhaps a higher 
percentage of the investment plans of the decentralized and autonomous 
agencies will be so financed. The Plan's goals over the three-year period 
are ambitious: a compound annual GDP growth rate of 6.7 percent, an increase 
in the domestic savings coefficient, 18.1 percent compound annual growth 

in exports, and a reduction in the unemployment rate from 23 to 20 percent. 


Monetary Policy 


The money supply grew 15.9 percent during 1979, with all of the growth 
occurring in the second half. The average increase in liquidity for the 
year as a whole, consequently, was 9.3 percent. The Central Bank sought 

to channel new liquidity directly to priority sectors of the economy via 
loans by FIDE (Investment Fund for Economic Development) and INFRATUR (a 
fund set up to finance North Coast tourism development investments). FIDE 
disbursements in 1979 more than doubled over those of 1978 to $57.6 million; 
loan approvals of over $75 million reflect the high level of activity 

late in the year for hurrican reconstruction. 


The Central Bank took several other measures to make credit available to 
the economy following the storms. A one-month deferral of interest on 
existing FIDE loans was authorized, and commercial banks were advised 
that reserve shortfalls caused by "extraordinary" deposit losses through 
the end of the year would not be penalized. The Central Bank purchased 

a $50 million issue of Central Government "Hurricane David" bonds for 
resale. The Bank also provided the Central Government (through the Banco 
de Reservas) with a $30 million credit, an "advance" against the expected 
disbursement of the disaster relief loans approved by the IDB and World 
Bank. 


The Central Government's spending in the last four months of the year, 
totalling $373 million, fueled an increase in the money supply of 26 
percent. Full Christmas bonuses were paid in December, although late 
in the month. Commercial banks found loan demand quite strong both in 
the public and private sectors. Commercial bank credit outstanding 
expand by $135 million during the year, with loans to the public sector 
up 24.4 percent and loans to the private section up 11.2 percent. 
Deposit growth was less, however, only up $86 million. 


For 1980, the Central Bank's Monetary Board intends to continue its policy 
of providing the credit necessary to avoid obstacles to economic growth, 
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while seeking to constrain excessive monetary growth which would 
aggravate inflation. The target for money supply growth in 1980 is 
9 percent. 


A serious problem for monetary policy in 1980 is the legal interest rate 
structure, increasingly out-of-step with international credit markets, and 
perhaps contributing to capital flight. By law, interest rates are fixed 
for deposit and loan portfolios, and these rates have not been adjusted 
since 1976. Banks and savings institutions cannot pay more than 7.5 percent 
on certificates of deposit (4 percent on passbook accounts) with housing 
banks (bancos hipotecarios) allowed to pay 8.5 percent. Loan interest rates 
are limited to: 12 percent (commercial banks), 11 percent (financieras 

using FIDE funds), 9.5 percent (savings institutions lending to the housing 
sector), or 11.5 percent (bancos hipotecarios). Increasing use of 
commissions charges, and compensating balances on the part of lenders 

has restrained the erosion of profitability for financial institutions, but 
some observers feel that rate liberalization will be necessary to 

increase domestic savings to meet the monetary authorities’ 9 percent 

Ml 1/ growth garget in 1980 without recourse to tight credit policies. 
However, President Guzman has recently stated he would oppose such interest 
rate increases, seemingly closing this door, at least for now. 


Foreign Exchange Market 


The Dominican peso remains pegged at the 1947 rate of RDS$1=US$1, and all 
exchange transactions through the Central Bank take place at this rate. 
Exporters are required to exchange all overseas earnings at the Central 
Bank, and foreign assistance, foreign investment and foreign loan 
inflows also are exchanged at the par rate by the monetary authorities. 
During the past 10 years, however, a “parallel market" has grown up in 
Santo Domingo, Santiago, and other parts of the country. This informal 
market operates freely and has the semi official approval of the 
government. It provides foreign exchange for non-priority imports, 
investments, and overseas travel by Dominican residents. The sources of 
foreign exchange for this market are remittances from Dominicans living 
abroad (there are an estimated 400,000 to 500,000 Dominican citizens 
living in the United States), dollar earnings of residents of the 
Dominican Republic, and funds exchanged by tourists in the Dominican 
Republic other than in hotels or banks. The size of the market has been 
estimated at between $350 and $500 million, and the dollar rate has varied 
between RD $1.20 and RD $1.28 in recent months. 


Early in 1979, President Guzman proposed that the government authorize 

the use of the parallel market as an official part of a twortier exchange 
system. He asked that certain non traditional export earnings, all tourist 
exchanges, and private remittances from abroad be freely negotiated on the 
parallel open market. The bill would have allowed commercial banks to 
Participate in the free market as well. The proposal was very controversial; 
opponents attacked it as a backdoor devaluation of the peso and Congress 
never acted upon it. In the fall of 1979, with the parallel market bill 


i/ Currency plus demand deposits. 
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generally thought to be shelved, the Administration proposed an amendment 
of the Export Incentive Law then being considered in Congress. The 
amendment allows the Monetary Board to give parallel market access to 
exporters in nontraditional products (those other than sugar, coffee, cacao, 
tobacco, ferronickel, bauxite, gold, or silver) as an incentive. Although 
signed into law in November, the implementing regulations have not been 
published as of March 1980, and it is not yet known how aggressively the 
government will use this potentially powerful export incentive. 


The problem the government faces in foreign exchange policy is the need 
to ensure that adequate official exchange will be available for priority 
needs, including petroleum imports and debt service. The Central Bank 
therefore focusses on the “exchange balance" (counting only transaction 
at the official rate which can affect the nation's reserves) and is 
reluctant to lose any export revenues to the parallel market. Increasing 
oil prices over the past few years have meant that less exchange has been 
available for other imports, and this process has resulted in a steadily 
increasing portion of non-oil imports being financed through the parallel 
market. In 1980, virtually all consumer goods will be imported via the 
parallel market (except for food staples imported by the Price Stabilization 
Institute). 


Profits generated by foreign capital registered with the Central Bank and 
not in excess of 18 percent of registered capital may be exchanged for 
dollars for remittances at the official RD$1=US$1 rate. Conversions for 
the repatriation of profits generally take 30 to 90 days. Conversions for 
letters of credit and collections are normally within four to five weeks. 
Commercial banks in the Dominican Republic (with the exception of the 
state owned Banco de Reservas) have instituted charges to importers to 
compensate for the interest cost of offshore funds utilized by the banks 
between drawing on and Central Bank payment of letters of credit. 


Inflation 


The Dominican Republic has been fortunate to have one of the best price 
stability records in Latin America in recent years. Inflation in 1978 
only reached 3.5 percent thanks to bumper agricultural crops and stable 
domestic fuel prices. In 1979, inflation grew, led by two adjustments 

in domestic energy prices, the first in April and the second in August. 
Retail gasoline prices were raised 87 percent to $1.85 per gallon. Electric 
utility rates were raised by an average 22 percent to consumers, but 
these rates are still not enough to cover the stateowned utility's costs, 
in light of high fuel oil prices, widespread transmission losses and 
unmetered usage. At mid-year 1979, even despite a good agricultural 
outlook, many observers predicted the impact of these energy increases 
and other developments would be to raise the consumer price index by 15 
percent in 1979. Once the damage to agriculture caused by the hurricanes 
in August/September became known, however, a temporary price surge in 
food products became inevitable. 


The government sought to prevent excessive growth in consumer prices in 
several ways. A key budget item for urban Dominicans is transportation, 
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mainly comprising fares on publicos, jitney taxis which serve the 
metropolitan areas. As a result, publico prices have a 4 percent 
weighting in the 1969 base for the Central Bank's consumer price 

index (twice that of gasoline). In response to a bitter strike in 

August, the President kept publico fares from rising along with gasoline 
prices by providing a subsidy of $100 monthly to all urban publico drivers. 
The government has also controlled the prices of kerosene, cement, 

and intercity trucking rates. 


The Central Government administers a program of price controls for staple 
food items (rice, beans, tomato paste, sugar, coffee, etc.) supported by 
market sales by the Price Stabilization Institute (INESPRE). After the 
hurricane, INESPRE operated roving trucks to sell controlled and scarce 
items in many neighborhoods of the city. The crop losses caused by the 
hurricane in September sorely. taxed the government's ability to limit 
prices for food items, however, and extensive damage in rural areas led 
to shortages of key domestic commodities. INESPRE arranged for 

emergency imports of poultry, beans, and tomato paste, among other items, 
for subsidized domestic sales. Nevertheless, there were spot shortages 
in many areas, and prices in food stores for such staples as platanos 
more than doubled. 


Reflecting the sharp fourth quarter runup in food prices, the consumer 
price index for December reached 280.8, a 26.2 percent increase for the 
year. Food prices alone were up 41.7 percent, and well over half of the 
annual increase in the index took place in the final four months. 
Fortunately, prices in early 1980 have fallen considerably for a range of 
domestically grown agricultural products, although data are not yet 


available. The President, in his annual progress report to the Congress 
February 27, stressed that in spite of the last quarter increases, average 
prices in 1979 had only increased 12.2 percent over 1978. 


The inflation projection for 1980 is problematical. If, as seems 
likely a good agricultural year brings food prices down, considerable 
moderation in inflation may be possible. Indeed, early 1980 
government predictions are for a 9 percent inflation rate this year. 
But further OPEC oil price increases cannot be ruled out, and these 
would continue to have an inflationary impact. 


Investment Climate 


In a surprise televised speech October 17, 1979, President Antonio Guzman 
announced that the government had agreed on terms for the purchase of 
the remaining foreign interest in the Rosario Dominicana gold mine from 
Rosario Resources Inc. and Simplot Industries, the U.S. investors. 

The government made a cash payment of US$70 million for the Rosario- 
Simplot equity share, an amicable settlement for both sides. Rosario 
Resources agreed to continue to manage the facilities through the end 
of 1980 and to continue its exploration of the contiguous area 
"Montenegro" and the larger surrounding area "Los Cacaos" during that 
period. The purchase, financed through a 5 year term loan directly to 
Rosario Dominicana, was very popular with Dominicans of all political 
persuasions. 
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The purchase of the Rosario gold facility removes a chronic source of 
political problems for the government. The nature of the cash settle- 
ment demonstrates the government's concern that foreign investors 

know that the nation welcomes investment in all sectors other than 

gold. Foreign investors continue to operate mines producing ferronickel 
(Falconbridge) and Bauxite (Alcoa), and the government has stated 

that it has no plans to reduce foreign investment in these or any 

other areas. In January 1980, the government resumed twice-postponed 
negotiations with Alcoa over changes in the terms of its concession 
contract. Four concessions for petroleum exploration (two of which 
involve U.S. firms) have been granted, and the firms continue preliminary 
geological exploration in the field. The government recently sent 

a group of officials to New York and Houston to interest other 
petroleum firms in exploration in the Dominican Republic. 


In the tourism and manufacturing sectors, the government is seeking 
foreign investment as a component-of its development plan, although 

new foreign investment has been down for the past two years. In part 
this represents uncertainty about the presentation and approval of 
major pieces of promised economic legislation. Two long-awaited 
legislative bills, an agribusiness law and an industrial incentive 

law, have not yet been presented to Congress. The new Export Incentive 
Law (see "Foreign Exchange Market" above) has not yet been implemented, 
pending issuance of appropriate regulations. 


Similarly, the government has not presented legislation to clarify 

the 1978 Foreign Investment Law, although the President had earlier 
announced his intention to do so, and the government officials have 
spoken often of such legislation as being in preparation. Under the 
1978 law, certain sectors were closed to new foreign investors, although 
existing investers were not required to divest. All investors, however, 
are subject to the reinvestment regulations. Under these provisions, 
profits in excess of those currently eligible for repatriation (18 
percent of the foreign investor's registered capital per annum with 

no carry-forward or back) may be reinvested in the country via 
minority equity shares in (or loans to) export-oriented projects in 
agribusiness and tourism. Earnings from these investments may be 
repatriated at official rates. While the overall thrust of the law is 
not to inhibit foreign investment, certain techincal aspects of the 

law have been recognized as being potentially restructive. 


In public and private, top government officials continue to stress the 
importance of new foreign investment, and volunteer their assistance 

to individual investors. Early in February 1980, for example, President 
Guzman characterized the Dominican Republic as offering "open arms" 

to foreign investors, and Vice President Majluta has promised "ample 

and determined support" for foreign investment. 


Income Distribution, Wages and Employment 


Income distribution in the Dominican Republic is skewed against the 
poor with the top 10 percent of the population earning 38.5 percent 
of the nation's income and the bottom 50 percent dividing up only 
18.5 percent. Moreover, the government calculates that 19 percent of 
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the population earns less than its (extremely low) "poverty line", RD$74.00 
per family, monthly. Although the monthly minimum wage for employees of 
the government and larger private firms was raised to RD$125 in early 1979, 
the Central Bank has estimated that the monthly income of 31.5 percent 

of the family units was below RD$100 in 1978. As a consequence of the 
slower rate of economic growth in 1978 and 1979, the National Planning 
Office calculates that real income per capita declined in both years. 


Unemployment is difficult to measure in an economy where over 50 

percent of the labor force is employed in the amorphous service 

sector. Nevertheless, a 1977 survey estimated that 24 percent of 

the economically active population was unemployed, and underemployment 
(measured in units of unemployment) may account for another 28 percent of 
the workforce. The Three Year Public Investment Plan estimates that the 
labor force will grow at an average annual rate of 3.4 percent between 
1980 and 1982, and sets as the government's very ambitious three-year 
goal the creation of 56,000 new jobs annually, to bring the unemployment 
rate to 20.3 percent. 


In the private sector, the two largest private employers, Gulf and 

Western and Falconbridge Dominicana, peacefully signed new collective bar- 
gaining agreements with their labor unions in the fall of 1979. The 
Falconbridge contract, valid for three years, provides for an immediate 
18.4 percent increase to RD$1.93 per hour for the lowest wage category. 
Earnings in the largest private sector firms are generally much higher 
than those in the government or the service sector. 


Industrial Free Zones 


Three industrial free zones, where materials are brought in duty free, 
processed by local labor and reexported duty free, have been established in 
the Dominican Republic. The three zones, located at La Romana, Santiago 
and San Pedro de Macoris, employ over 14,000 Dominicans. The factories 
largely perform final assembly operations for garment producers, although 

a growing number of other products such as cigars, shoes and electronic 
components, are represented. Net receipts of foreign exchange from the 
Free Zones for wages, rents, and utilities totalled $30 million in 1979. 


In August 1979 the Dominican Republic reached a textile agreement with the 
United States which will permit continued growth at nondisruptive rates 
over the next four years for Dominican Republic exports to the United 
States of man-made fiber brassieres, cotton shirts (not knit), cotton 
nightwear, and-Man=-made fiber shirts and blouses for women, girls and 
infants. Almost all of the production of these items takes place in the 
free zones. 


The Dominican government's National Council for Industrial Free Zones 

is in charge of coordinating the zones' promotion, operation, and 
development. The Council has also recently been given the responsibility 
for administering the US/DR Textile Agreement. The Council is headed by 
the Secretary of Industry and Commerce and includes the Secretary of 
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Finance, Secretary of Labor, and the Director of the Industrial 
Development Corporation (FOMENTO). Dominican law grants a 15-year 
tax holiday on operations in the zone. Under special circumstances, 
a firm with a plant located outside the established zones may qualify 
for these benefits. 


Maritime 


Ocean shipping rates to and from the Dominican Republic continue to 
increase, in line with worldwide trends. In the fall of 1979 the 
freight conferences covering shipping between the Dominican Republic 
and the United States, and the Dominican Republic and Europe, announced 
freight hikes for 1980 of between 10 and 15 percent. In addition, 
shipping lines regularly add bunker surcharges to compensate for increased 
fuel costs or availability problems. Shipping rates to the Far East 
have not been increased, although discounts from posted rates are 
reportedly less common than they once were. Inbound shipping volume 

is up, however, notwithstanding inflation in the principal supplier 
countries. 


The Dominican government accepted a bid from a US/Dominican construction 
consortium for an Interamerican Development Bank-financed rehabilitation 
of the Port of Haina. Work on the $30-million, 3-year project to improve 
and expand Haina, the largest port in the country, sould begin soon. 
Operations in the port have been partially obstructed by the wreck of 

the Ventura Star, a cargo ship sunk during the hurricane. The ship 
blocks one berth and obstructs manuevering room at another, but the 

high cost of salvage and insurance disputes have impeded its removal. 


The controversial Cargo Reserve Law 180, adopted in 1975 but never 
implemented, is still a pending maritime issue. The law reserves 40 
percent of commercial cargo for Dominican flag vessels (and higher 
Percentage for exonerated and government-owned cargo) but the implementing 
regulations have never been presented. Although vessels under the 
Dominican flag currently are not capable of carrying 40 percent of the 
two-way trade, financial problems faced by some national shipowners may 
lead the government to take some action regarding cargo preference in the 
coming year. 


Tourism 


According to official Dominican government estimates, tourism was up 
some 25 percent in 1979, despite post-hurricane cancellations and 

a general malaise in Caribbean tourism reflecting economic 
uncertainty and inflation in the United States and Europe. An 
estimated 500,000 tourists generated roughly $125 million in earnings 
during the calendar year. 


Tourist ‘arrivals during the first half of 1979 were up substantially 
from 1978, and a good year was in prospect. Unfortunately, the 
hurricane and the attendant damages to the hotels and other tourist 
facilities led to sharp losses in visitor traffic in the fall. By 

the beginning of the 1979/80 winter high season, most repairs had been 
completed, but the season has begun quite slowly, and may end with 
occupancy rates considerably below those of last year. 
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led to cancellations on the part of tour operators, although 
considerable improvement has been noticed in recent months. 


In 1979 the government upgraded the established tourism office to 
create the Secretariat of State for Tourism, a Cabinet level 
department. The 1980 budget increased funds for tourism promotion 
by 11 percent, part of which is earmarked for an active promotional 
campaign abroad. One continuing problem is the lack of available 
airline seats during the peak season. The growing Dominican 
community in the United States returning home for vists competes 
for seats with tourists, especially during the holiday periods. 

An expected increase in airfares of between 10 and 20 percent may 
help encourage the use of larger capacity aircraft on the Santo 
Domingo route, however. 


In December 1979, President Guzman inaugurated the new international 
airport at Puerto Plata, the centerpiece of an ambitious tourism 
development plan for the North Coast region. Administered by the 
Central Bank's Tourism Agency with financing from the World Bank, 
the project includes roads, aqueducts, golf cources and other 
infrastructure as well as financing for several international class 
hotels on two beaches. The first hotel units, a group of 68 "golf 
villas" with 213 beds, will be managed by Jack Tarr Hotels, an 
American firm based in Texas. It is expected to open in May 1980. 
The airport may begin to operate at about that time with limited 
scheduled service to the U.S. by Air Florida. 


Construction is also progressing on a second major tourism project, 
a 360-room Club Med resort on the East Coast at Punta Cana. The 
hotel is now expected to open in December 1980. During 1979, 50 
rooms and a convention center were added to Casa de Campo, a luxury 
tourist resort owned by Gulf and Western. 


Construction 


Construction has been a major propulsive force in the Dominican 
economy over the past decade, led by government building activity. 
It is estimated that construction directly employs 8 percent of 

the work force, and perhaps twice that indirectly. Construction 
activity was off considerably during the first year of the Guzman 
government as the new administration's priorities regarding projects 
and plans were reviewed, but obviously construction demand was 
sharply up after the hurricane. Even six months later, further 
emergency repairs and reconstruction are still necessary on many 
bridges and secondary roads, and some 16,000 refugees await new 
housing. One problem in the post-hurricane period has been an 

acute shortage of cement, the key building material for local 
architects and engineers. The nation's three cement plants actually 
have excess production capacity, but the frequent blackouts of 
electrical power have been highly disruptive to production. 
Rationing and a blackmarket in cement became a problem in November- 
December, leading the government to authorize special cement imports. 
The three-domestic cement producers received a price increase in 
March 1980, to compensate for the higher cost of fuel and 
electricity, with another increase possible later in the year. 
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projects are beginning to move into the building phase, and 

several other major projects are in the pipeline. The Haina 

Port rehabilitation project was discussed above under "Maritime." 
Various road construction and rehabilitation projects are under- 

way or in planning, financed by a variety of lenders. The President 
recently inaugurated work on a much needed improvement of the Azua- 
Barahona highway in the Southwest, a project financed by the World 
Bank. AID has provided $10 million for rural feeder road rehabilita- 
tion, a project designed to improve 1,200 kilometers of rural roads 
over a period of several years, and to establish a regular road 
Maintenance capability. IDB has approved a loan of $40 million for 
the reconstruction of basic infrastructure damanged by the hurricanes, 
including roads and bridges. The IDB also has under preliminary 
analysis a loan for detailed design work for the first stage of the 
expansion of the Duarte Highway -- the overloaded Santo Domingo- 
Santiago road that links the nation's principal economic centers. 


The government's plans also contemplate considerable investments in 
housing, health, water supply, and agriculture. Several major 

dams and irrigation projects are underway. These include the 

Yaque del Norte project with World Bank financing; the Sabana Yegua 
and the Sabaneta projects in the South, assisted by the IDB; and an 
expansion of the Nizao-Bani irrigation system. A Spanish firm, 
Empresa Nacional de Ingenieria y Tecnologia, has been named to begin 
design work on two more hydroelectric projects, the Jiguey and 
Aguacate dams, financed by the Spanish government. In housing, the 
government has shifted the priority of the National Housing Institute 
(INVI) away from middle class apartment projects towards the provision 
of basic low cost "shell" housing for the rural poor and urban 
Migrants. The government may build 5,000 such houses as part of its 
three-year plan to build some 18,000 housing units. 


IMPLICATIONS FOR THE UNITED STATES 


Relations between the United States and the Dominican Republic 
remain excellent in all areas. The U.S. played a major part in 
relief efforts following the passage of Hurricanes David and 
Frederick, and it will play a continuing role in the nation's 
development effort. The United States is the Dominican Republic's 
major trading partner, and American goods compete successfully 

in the Dominican marketplace. U.S. goods are praised for quality, 
durability, rapid delivery, good follow-up servicing, and easy 
accessibility to spare parts. 


In 1980, the improved economic outlook and accelerated spending 

for development projects should present trade opportunities for 
American firms in several areas. For example, U.S. firms are 

seeking to supply several hundered buses and spare parts to the 
Dominican Republic as the government strives to move away from 
energy-wasting jitney taxis. New energy-and-materials-saving methods 
of construction are of considerable interest to the Dominican 
Republic, and in April 1980 a seminar mission of U.S. firms will 
visit to discuss American technologies in these areas. 


Export opportunities are also present in energy systems (including 
electrical generation and transmission equipment, proven and competi- 
tive solar power technologies, and hydropower engineering), toursim- 
related goods and services (including hotel and restaurant equipment, 
and construction services), construction equipment and supplies, 

food processing and packaging equipment, health care industry 
equipment and instrumentation, and metalworking and finishing 


equipment. 
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